Recent California legislation extends the application of prevailing wage regulations to construction workers building subsidized low-income residential projects. Econometric evidence based on micro data covering 205 residential projects subsidized by the California Low Income Housing Tax Credit since 1996 and completed by mid-2002 demonstrates that construction costs increased substantially under prevailing wage requirements. Estimates of additional construction costs in the authors' most extensive models range from 9% to 37%. The analysis controls for variations in cost by geographical location and for differences in project characteristics, financing, and developer attributes. The authors estimate the effect of uniform imposition of these regulations on the number of new dwellings for low-income households produced under the tax credit program in California. Under reasonable assumptions, the mid-range estimate of the prospective decrease exceeds 3,100 units per year.
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n October 2001, following heated political debate, the California legislature voted to extend the application of the state's "prevailing wage" laws to many construction projects not previously covered, including housing subsidized with public funds and even some private construction. The passage of Senate Bill 975 (SB 975) amended section 1720 of the California Labor Code, expanding the scope of "public funds" that trigger prevailing wage obligations when used to finance new construction.
The new law brings to the forefront of the policy debate concerns about the costs and benefits of prevailing wage laws, specifically in the context of subsidized housing for low-income households. Since prevailing wage rates are almost invariably higher than market wages, the new law may significantly increase construction costs in affected projects, perhaps to the point that they will no longer be financially feasible. Although SB 975 and subsequent enactments exempted some subsidized projectsThe dataset on which this paper is based is available for download at http://urban policy.berkeley. edu/publist.htm. such as those already under way at the time of the new law's passage, as well as certain self-help projects and transitional housing for the homeless-prevailing wage requirements have come to affect more and more residential development in California, including many housing projects targeted toward low-and moderate-income families.
While SB 975 itself applies only in California, the impact of prevailing wage policy is of national importance. Several studies have estimated the impact of the provisions of long-standing federal prevailing wage laws, the Davis-Bacon and Related Acts, on the cost of government contracts, but there is little hard evidence on the impact of prevailing wage policy on housing or residential construction costs, or on subsidized projects in particular. While some supporters argue that prevailing wage laws increase the efficiency or stability of construction labor markets, these claims remain unsubstantiated. Rather, redistribution of income appears to be the ultimate goal, and the principal effect (Allen 1983; Goldfarb and Morrall 1981) .
This paper presents new evidence on some of these issues. It estimates the effect of prevailing wage requirements on the cost of construction of state-subsidized lowincome housing in California. The evidence is based on micro data covering newly constructed units funded in part by the Low-Income Housing Tax Credit Program (LIHTC) from 1997 to 2002.
Prevailing Wage Legislation in California
California's prevailing wage law was passed in 1931, the same year as the DavisBacon Act. A 1995 study of state prevailing wage laws found it to be one of the most stringent in the nation (Thieblot 1995) . The California statute extends to areas beyond the scope of the federal law, such as demolition work, site and sewer construction, and some janitorial and hauling work.
The administration of the California statute falls under the jurisdiction of the state's Department of Industrial Relations (DIR), and determination of the regulated wage rates is left to the discretion of the director of the DIR. California's determination of "prevailing wages" is similar to the federal standard, in that it effectively employs the modal wage rate. This usually results in the selection of a negotiated wage rate (under a union collective bargaining agreement), since free market wages are unlikely to be identical to the penny.
Local prerogative on construction wage regulation varies within the state. By 1995, two California localities had won judicial approval of ordinances exempting certain projects from prevailing wage requirements. A handful of other cities imposed prevailing wage obligations on some industrial construction projects wholly outside the public sphere (Thieblot 1995) .
Since passage of the Davis-Bacon Act, construction of low-income housing sponsored directly by the U.S. Department of Housing and Urban Development (HUD), such as public housing and most Section 8 New Construction and Substantial Rehabilitation projects, has necessitated payment of "prevailing wages."
1 But there has been some ambiguity about coverage of housing projects subsidized indirectly through tax credits or federal grants to lower levels of government. The 2001 California law resolved this ambiguity. It extended this coverage to subsidized housing construction using federal, state, and local public funding sources such as the Community Development Block Grant Program and other common sources of grants for subsidized housing.
Effects of Prevailing Wage Requirements

Effects on Construction and Costs
A large literature has developed on the efficiency and distributional effects of mini-mum wage laws generally (for a review, see Card and Krueger 1995) and DavisBacon and state prevailing wage legislation in particular. Goldfarb and Morrall (1981) reviewed a number of the early empirical studies of the costs of DavisBacon, and concluded that the legislation could hardly be attractive on efficiency grounds. The same authors (Goldfarb and Morrall 1978) examined construction wage data to estimate the large cost savings achievable by using mean wages (rather than modes) as the regulatory benchmark for defining prevailing wages. Metzger and Goldfarb (1983) developed an economic model to evaluate claims that output quality improves under a prevailing wage regime, and concluded that quality may easily decrease as a consequence of the increased costs imposed by regulation.
Estimates of increased project costs under Davis-Bacon vary considerably, most likely due to the difficulty in finding a control group unaffected by the Davis-Bacon Act with which to compare construction costs of Davis-Bacon projects. Two studies focused on a one-month suspension of the Act in 1971, which forced contractors to rebid for projects in the preaward phase. Thieblot (1975) found an increase of about .5% on prevailing wage projects. By accounting more fully for institutional factors and inflation, Gould and Bittlingmayer (1980) estimated the increase to be between 4% and 7%. Using contractor surveys to compile a sample of affected and unaffected projects in rural areas, Fraundorf et al. (1984) concluded that the Act increased costs by an average of more than 26%.
More recent literature has addressed the control group problem by exploiting the variation in state prevailing wage laws among states and over time. A number of studies have used intrastate variation in prevailing wage laws resulting from the introduction of a new law, temporary suspension of an existing law, or the repeal of the state's prevailing wage law. Philips et al. (1995) examined the effect on construction wages of the repeal of state prevailing wage laws in nine states. They found that construction wages declined more in repeal states than in non-repeal states, but claimed that any savings to the government in construction costs was offset by losses in income tax revenue. Thieblot (1996) questioned these conclusions on methodological grounds. Bilginsoy and Philips (2000) used intra-provincial variation in prevailing wage laws to estimate the impact of the law on school construction costs, and found that the introduction of a prevailing wage law in British Columbia increased construction costs by at least 16% in the most restrictive model. The robustness of their results was limited by a small sample (54 projects). Philips (2001) also examined the impact of state prevailing wage laws on school construction using intrastate variation, finding a positive but not statistically significant effect of prevailing wage laws on construction costs.
Other studies have exploited the interstate variation in prevailing wage laws. Prus (1996) used FW Dodge data on various project types and found construction costs to be 18% higher in prevailing wage states than in states without prevailing wage laws, but the unconventional manner in which results were reported makes the level of statistical significance unclear. Prus (1999) , Philips (1999) , and Azari-Rad, Philips, and Prus (2003, 2002) all used the interstate variation and FW Dodge data on school construction costs and found positive yet statistically insignificant effects of prevailing wage laws on construction costs. The results of these latter studies are questionable, as the authors did not control for many important project characteristics, and some unmeasured differences among state institutions may affect the results. Kessler and Katz (2001) examined the impact of repeal of state prevailing wage laws on construction wages, comparing variations across states and over time. The authors found a small (2-4%) but statistically significant decrease in the average wages of construction workers in a state after the repeal of its prevailing wage law.
Effects on Housing Markets
One paper prepared for the President's Commission on Housing related housing construction costs to prevailing wage legislation (HUD 1981) , but that document is merely a compendium of assertions. There is apparently no other direct evidence on the link between prevailing wage regulations and housing costs.
However, cost estimators used by house builders, and rules of thumb used by lenders, may yield rough estimates of the link between prevailing wage requirements and housing costs. For California, we can use existing information-on the labor share of residential construction costs, and on the premium of prevailing wages over market wages-to make some rough approximations.
Rough estimates for selected California cities-the labor share in housing output 2 times the wage premium-are presented in Table 1 . Increases in project cost due to prevailing wages average 20.8% for the ten cities considered. Increases range from 13.5% in Stockton to 25.6% in Bakersfield. Major cities have a lower average increase in project cost (17.5%) than the six smaller cities included in the table (23%).
Of course, these rough estimates do not account for a number of influences prevailing wage legislation could have on overall project cost. For example, affected developers can substitute away from more expensive labor inputs by such means as using more prefabricated components, thus reducing the costs of on-site assembly. The enforcement of wage regulations might impose increased administrative cost due to more complex reporting requirements. There are likely labor and materials econo- Newman and Blosser (2003) . See text for assumptions and methods.
2 The labor share of construction cost, available at http://www.building-cost.net, is based on a woodframe, single-family home of average quality and size. Percent increases in mean market wages were obtained from the California Employment Development Department's "Occupational Employment Statistics" survey and state prevailing wage determinations published by the Department of Industrial Relations (as compiled in Newman and Blosser 2003) . An average of wages from four construction occupations-Carpenters, Electricians, Plumbers, and Drywall Installers-was used to yield an overall labor rate. mies present in multi-unit projects for lowerincome families, compared to the singlefamily basis used in the published wageshare figures. Finally, increased wage levels may attract more productive workers, working fewer hours over the duration of an affected project. The subtle interactions of these effects are ignored in these rough approximations. We now turn to more precise econometric models estimating the cost effects based on the actual cost of housing projects completed in California.
Empirical Analysis
Our analysis extends the literature on the effects of prevailing wages by analyzing micro data on a large sample of individual construction projects, and by relying on observations from a single state. Our concentration on subsidized housing projects also permits explicit consideration of the tradeoff between the use of public resources to benefit two different sets of deserving households-low-income housing consumers, and workers within the residential construction industry.
We analyze the structure of costs for newly constructed dwellings for California Low-Income Housing Tax Credit (LIHTC) housing projects whose applications for funding were filed after January 1, 1997, and that were placed in service before May 1, 2002. All projects were selected to receive federal (and some state) tax credits by the California Tax Credit Allocation Committee (TCAC), the administrator of the federal LIHTC program in California.
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In accordance with program regulations, only rental housing projects are eligible for credits. The allocation process is competitive, so that projects that best fulfill housing needs and public policy objectives (as determined by TCAC) have priority. For newly constructed units to be eligible for tax credits, they must meet both rent and income requirements. The rents charged may not exceed 30% of the "imputed income" for the unit. 4 At initial occupancy, the income of a resident household may not exceed 50% or 60% of the area median income (AMI). Developers choose between a "20/50" or "40/60" minimum set aside, meaning that at least 20% (or 40%) of the units must be "affordable" to families with incomes at 50% (or 60%) of the median income. Only "affordable" units are eligible for tax credits. To increase the attractiveness of projects in the competition for credits, most applicants designate a greater proportion than the minimum set aside as "affordable," and many target occupants with incomes lower than the 50%/60% AMI threshold. Units receiving federal tax credits are required to remain "affordable" according to the above definition for 15 years.
5
A number of criteria are considered in the allocation process. Federal guidelines grant priority to those projects that serve the lowest-income tenants and that maintain affordability for the longer periods. Other selection criteria include project location and the housing needs of that location (including consideration of public housing waiting lists and target populations with special needs), project characteristics, and projects intended for eventual tenant ownership. In California, the demand for credits usually exceeds their availability by about four to one, and elabo-3 The federal LIHTC program, authorized by Congress in 1986 and administered nationally by the Internal Revenue Service, enables developers of qualifying rental housing to raise project equity through the sale of federal tax credits to investors. TCAC allocates additional state tax credits to those projects that are selected to receive federal credits. TCAC may also authorize tax credits for rehabilitation of low-income housing. Due to their heterogeneity, housing rehabilitation projects are excluded from this analysis. 4 Income is imputed assuming an occupancy of 1.5 persons per bedroom, and the area median income for a family of that size. The rent charged must not exceed 30% of this imputed income.
5 Units benefiting from California state tax credits are generally required to maintain "affordability" for 55 years. rate priorities and guidelines have been established. 6 Two hundred and ninety-two New Construction Projects were approved by TCAC from the application years 1997 through 2002 and completed before May 1, 2002. We compiled a dataset covering 205 of these projects, including ex post cost data on each project, reflecting certification by external auditors upon completion of construction.
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Other project characteristics were assembled from the Committee's electronic database, from paper files of TCAC, and from telephone interviews.
Two measures of project costs were compiled based on expenditures reported ex post in the final cost certification. The first and most inclusive, Residential Project Cost, includes all costs associated with residential construction. These costs include land acquisition and development, construction (labor, materials, contractor profit, and overhead), survey and engineering costs, financing, legal fees, developer fees, and other expenses. Site and Structure Cost includes only site preparation and buildingconstruction costs (that is, excluding contractor overhead and profit and general requirements). This measure of cost is most closely linked to changes in labor and materials costs. As shown in Figure 1 , the distribution of these cost measures is highly skewed and roughly lognormal.
8 On a per unit basis, Site and Structure Cost averages about 56% of Residential Project Cost.
We also compiled information on a number of project characteristic variables: tar-geographic regions across the state. Preference for credit allocation is also given to projects that promote certain public policies, such as smart growth, energy efficiency, and community revitalization efforts.
7 There were a total of 454 approved projects, of which 162 were classified as Acquisition or Rehabilitation projects. Project files for 76 of 292 New Construction projects were not available at the time of data collection during the fall of 2002. (This typically meant that the files were in use by TCAC staff or other state officials at the time data were collected.) Complete data could not be assembled for 11 of the 216 remaining projects. get populations (senior citizens and special needs residents, for example), affordability levels, and the minimum set aside chosen by the applicant ("20/50" or "40/60"). All of these indicia are reflected in the criteria for allocating tax credits. In addition, we gathered information on project location, special facilities and features, structure and construction details, the applicant and developer, and financing. We also determined whether project developers paid construction workers "prevailing wages." Beginning in 1999, applicants for LIHTC funding were asked to specify whether "use of federal, state or local subsidies requires that higher than normal wages must be paid." 9 We collected developers' responses to this question in the project information extracted from TCAC files. We then briefly interviewed developers by telephone to verify the payment of prevailing wages for each project. These interviews determined whether prevailing wages were paid on LIHTC projects whose applications were filed pre-1999 and also confirmed the "higher than normal wages" information extracted from TCAC files for project applications filed after 1998. We identified payment or nonpayment of prevailing wages for 175 of the 205 projects. 10 In the analysis below, the prevailing wage indicator variable has a value of one when we have confirmed that prevailing wages were paid, and is zero otherwise. We have made no independent determination concerning whether developers' choices about the payment of prevailing wages were legally mandated or, if so, whether the requirement arose from federal, state, or local requirements. Table 2 presents summary information on the observed projects. Table 3 presents results of simple ordinary least squares (OLS) regressions 11 relating various measures of residential construction costs to the descriptors listed in Table 2 . Regressions are presented for both measures of project cost: "site and structure" cost, including all construction wage expenditures, and total "residential project cost." In the first specification (columns 1 and 2), the dependent variable is the logarithm of cost, and the logarithm of the number of units is included as a regressor. In the second specification (columns 3 and 4), we impose constant returns to scale; the logarithm of cost per unit is the dependent variable.
The Basic Statistical Models
As reported in Table 3 , project costs vary by type of project, type of developer, and type of structure. There is also some evidence that projects with larger fractions of "affordable" units had lower total costs and lower costs per unit. Projects completed more recently tended to be more expensive, and those providing beneath-structure parking had higher costs. Projects with larger dwellings were more costly, as were those constructed on urban infill sites. There are some differences in costs by location; projects located in San Francisco, Sacramento, and Los Angeles tended to be more expensive to build.
The cost relationships reported in Table  3 are generally consistent for both specifications and both definitions of cost. In particular, the simple OLS models indicate that, holding other factors constant, 9 The LIHTC application thus clearly refers to requirements imposed as conditions for the attainment of government subsidies, thereby eliminating the possibility that "higher than normal" wages are interpreted by the respondents to be higher-than-market union scale. Interviews with developers confirmed that builders understood "prevailing wages" to be those required by regulators, and hence the term is not to be considered synonymous with "union wages." 10 In the remaining thirty cases, the developer lacked information or could not be reached. 11 In preliminary regressions, eleven project characteristics in the TCAC data were individually and jointly statistically insignificant. Excluding them affected the magnitude of the prevailing wage coefficient only negligibly and therefore they were omitted from these regressions. Fourteen geographical identifiers are retained within the models but, for the sake of simplicity, are not reported in the tables below. These results are available from the authors on request. projects paying prevailing wages were about 9-11% more costly than otherwise identical projects not subject to these regulations. 12 In columns (1) and (2), the estimated coefficient for the logarithm of the number of units is statistically significantly less than one, suggesting that there were modest economies of scale in projects containing more dwellings. Despite this, models using the logarithm of cost per unit as the dependent variable (thereby constraining the model to reflect constant returns to scale) are quite similar; the magnitudes and statistical significance of the coefficients are also similar.
When the geographic identifiers are removed from the specification, the explained variation is slightly lower, but the magnitudes of the other coefficients and their statistical significance are quite comparable. However, the estimated coefficients for the prevailing wage variable are substantially larger, suggesting cost increases of about 18% for those projects paying prevailing wages as compared to projects for which this requirement was not imposed. Results from specifications including interactions between geography and regulation suggest that prevailing wage effects on construction costs did vary by region within California.
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Instrumental Variables Estimates
It is possible that the requirement to pay prevailing wages imposed on some of these construction projects is not exogenous to the other factors determining project costs. If projects located in higher-cost areas (for example, in highly urbanized areas) were more likely to be required to pay prevailing wages (for example, because unions were able to exercise more political influence in these regions), then simple ordinary least squares regression models would falsely attribute these higher costs to the payment of prevailing wages. Alternatively, lowercost areas of California may feature relatively more intensive advocacy for prevailing wages adoption and enforcement, in which case OLS might falsely bias estimates of regulatory effects downward.
Estimation of the models by the method of instrumental variables (IV) eliminates this source of bias and yields consistent estimates of the effect of prevailing wage requirement on construction costs. Appropriate instruments are variables that are correlated with the regulatory classification of projects-that is, identifying those paying prevailing wages as opposed to those paying market wages-and that do not themselves cause construction costs to vary.
From computerized voting information, we obtained the election results on ten statewide California propositions for the city in which each of the 205 sample projects was located. We also measured the party registration of voters in each jurisdiction, and the percentage of workers in highly unionized industries and occupations by census place.
14 Finally, we tabulated homeownership rates and age distributions of the population in each jurisdiction, as well as union membership in the relevant geographical location, as a fraction of total wage and salary employment. 12 Since the dependent variable is the natural logarithm of costs, the percentage change in cost due to payment of prevailing wages is the exponentiated coefficient on that dummy variable. 13 Geographic identifiers specify project location by metropolitan statistical area (MSA). Geographic differences in cost appear to have been significantly greater in certain regions (for example, San Francisco/Oakland/San Jose, Los Angeles, Sacramento, and Modesto) whether or not the prevailing wage variable is included in the basic OLS model. When models include interactive variables reflecting both geographic and regulatory effects, it appears that prevailing wage regulation added significantly greater cost in the San Francisco metropolitan area than in other high-cost construction areas in California. These results are also available from the authors on request.
14 Highly unionized industries and occupations are defined based on Current Population Survey data analyzed by Barry T. Hirsch and David A. Macpherson (2003) . U.S. Census data on employment by industry and occupation for employed persons 16 years and older in each census place were used to compute the variables "highly unionized industries" and "highly unionized occupations" associated with each of the 205 housing projects. 
Continued
Arguably, these demographic and political variables affect the propensities of local government and regional officials to require payment of prevailing wages. These demographic and political variables have no direct causal effect on construction costs. Table 4 summarizes these measures of political and demographic variation across the sample of construction projects, reporting the means and standard deviations. The table also reports the results of the first stage regressions of the instrumental variables procedure.
In this first stage, the dependent variable is the dummy representing whether prevailing wages were required to be paid. Two models are presented, both including the complete set of instruments and including all other variables presented in Table 2 . As shown in the table, a number of the instruments are individually significant at about the 0.10 level. An Ftest for the joint significance of the instruments when no other regressors are included is highly statistically significant. When the other regressors are included, the F-ratio is significant at the 0.10 level. Table 5 presents instrumental variables estimates of the same models reported in Table 3 . The pattern of magnitudes and statistical significance of the coefficients in Table 5 is nearly identical to that previously reported. The coefficient on the logarithm of the number of units is significantly less than one, again suggesting modest scale economies. When the coefficient is constrained to one, representing constant returns to scale-in the third and fourth columns of the table-the substantive results are unchanged.
Note that when the model is estimated using instrumental variables, the coefficient on the prevailing wage variable is larger in magnitude and is more precisely measured than in the ordinary least squares regression. The results in Table 5 imply that-for otherwise identical low-income projects-prevailing wage construction is between 19% and 28% more costly. Importantly, the finding that prevailing wage legislation increases housing costs does not arise simply because prevailing wages are more likely to be required in high-cost housing markets. 
Conclusions
We have presented the first systematic evidence showing the effects of prevailing wage requirements on the costs of constructing low-income housing. A sample of 205 low-income housing projects subsidized by the California Tax Credit Allocation Commission during the 1997-2002 period formed the basis for the empirical analysis. We estimated statistical models using several definitions of cost certified by TCAC and by an independent auditor, in two specifications-one allowing for scale economies in construction and the other imposing constant returns to scale. Finally, we estimated models both by ordinary least squares regression and by instrumental variables techniques. Ceteris paribus, low-income housing projects were significantly more expensive if developers were required to pay prevailing wages. Importantly, these cost increases did not arise simply because prevailing wages were more likely to be required in high-cost housing markets.
The statistical models explain about 90% of the variation in construction costs across a broad sample of low-income housing projects, and about 80% of the variation in cost per unit built. The results confirm the variation in costs by type of project. Single room occupancy projects were considerably less expensive to build, while projects targeted toward large families were more expensive.
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Underground parking and greater numbers of three-bedroom units also added significantly to project costs.
Construction costs may vary by type of applicant and type of developer. Cooperatives and single-family dwellings appear to have been more costly to build. Some differences in construction costs are also apparent by geographical region. In particular, newly constructed units in San Francisco were more than 20% costlier than elsewhere. There is also clear evidence of economies of scale in multifamily housing construction. Table 6 provides a summary of the results of various econometric specifications as they pertain to prevailing wage requirements. It presents estimates of the percentage increase in construction costs arising from the imposition of prevailing wage regulation, holding constant characteristics such as the project's sponsorship, its financing, and its location.
Using the most realistic specifications of costs where geographic variation is accounted for, ordinary least squares models imply that prevailing wage requirements increased the cost of low-income housing construction between 9% and 11%. 16 The instrumental variables models imply that cost increases were higher-between 19% and 37% for the most realistic specifications.
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These increases are far greater than those recently reported for construction wages (rather than overall projects) by Kessler and Katz (2001) . There are several ways to harmonize our results with theirs. First, our study uses only California data rather than a multistate sample; the enforcement of prevailing wages may be more aggressive in California than elsewhere. Second, Kessler and Katz reported smaller decreases in wage levels after repeal of the regulation. Price effects of wage regulation, captured more directly by our projectcost analysis, may linger long after repeal. Finally, it is certainly possible that the process of complying with prevailing wage regulations exacerbates known administrative inefficiencies in tax-credit projects (Cummings and DiPasquale 1999) . 15 Single room occupancy units lack individual bathrooms, kitchens, and living areas. To consider these aspects of housing costs, we also estimated the same models reported in the text using cost per square foot as the dependent variable. The results did not differ substantially from those reported in the text. 16 Alternatively, if low-income housing is subsidized by 9-11% and if prevailing wage requirements are imposed, these results suggest that developer costs were unchanged, but income was transferred from taxpayers to construction workers. 17 While it is possible that payment of prevailing wages attracts more productive construction workers, these results indicate that higher wage costs outweighed any unmeasured productivity gain in those housing projects. 
Continued
Increases in project cost due to prevailing wage regulation surely lead to reductions in the number of newly constructed low-income housing units produced through public subsidy. Consider, for example, new dwellings completed under the LIHTC. The federal allocation of tax credits provided financing for an average of 19,129 low-income housing units per year from 2000 to 2002 (including both new construction and rehabilitation). 18 We can estimate the effect of applying new prevailing wage requirements to the share of annual production (about 15,686 units annually) 19 not previously subject to these regulations. If costs were increased by just 9.5% as a result of prevailing wage legislation (the smallest increase predicted by any of 18 See California Tax Credit Allocation Committee Annual Reports (2000 Reports ( -2002 . The total credits reported combine those issued at the 9% and 4% levels, the latter being applied to projects using federal subsidies or tax-exempt fund sources beyond tax credits alone. The two categories are subject to different rules concerning the state's total credit-issuing authority.
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On the basis of our dataset, it appears that approximately 20% of the LIHTC units, or about 3,443 annually, may have been governed by prevailing wage prior to the application of SB 975. our statistical models), 1,361 fewer subsidized dwellings would have been built. A cost increase of 25.2%, a mid-range level among the estimates presented in Table 6 , would have resulted in 3,157 fewer lowincome housing units. And at a cost increase of 37.2%-our upper bound estimate-the imposition of prevailing wage legislation would have prevented 4,253 lowincome housing units from being developed. In this way, state regulation of construction wages conflicts with the federal goal of increasing access to new housing for California's low-income households.
These estimates are illustrative rather than definitive. But they do demonstrate how the imposition of prevailing wages affects the supply of low-income housing provided by the federal tax credit program. Of course, the LIHTC is not the only program providing low-income housing in California. In November 2002, California voters approved Proposition 46, a $2.1 billion bond measure dedicated to affordable housing development and related programs. About half these funds are directed toward new multifamily construction. If prevailing wage requirements are applied to dwellings built using proceeds from the tax-exempt bonds and those from other existing programsthe HOME program and the Community Development Block Grant Program, for example-the effect on low-income housing production will be much larger. The requirement would effectively transfer in- Notes: "Extended" models include all observed project characteristics. "Basic" models include only the variables reported in Table 3 . Estimates are based on the antilog of coefficients on the prevailing wage indicator variable in multivariate regressions.
come from low-income housing consumers in California to workers in California's construction industry.
